
*50000000* *002912*
50000000 *00291258*

Filed for intro on 02/24/97
HOUSE BILL 1584 By

Turner (Shelby)

SENATE BILL 1905
By Dixon

AN ACT relative to tax reform and to amend Tennessee Code
Annotated, Title 67.  This Act makes appropriations for the
1997-1998 fiscal year for the purpose of implementing the
provisions of this Act.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF TENNESSEE:

SECTION 1.  Tennessee Code Annotated, Section 67-2-102, is amended by deleting the

words and number “six percent (6%)” and by substituting instead the words and number “three

percent (3%)”.

SECTION 2.  Tennessee Code Annotated, Section 67-2-102 is further amended by

deleting all language following the word “collected” and by substituting instead the following

language:

on the federal adjusted gross income of every individual subject to the following

adjustment:

(1)  A deduction based upon the number of personal exemptions is provided in

the amount of four thousand dollars ($4,000) for each personal exemption. Taxpayers

filing singly shall be allowed one (1) personal exemption. Taxpayers filing jointly shall be

allowed two (2) personal exemptions.
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(2)  Taxpayers, whether filing singly or jointly, shall be allowed additional

personal exemptions for each dependent claimed. Dependents filing a separate return

as required by federal law shall not be entitled to an exemption.

SECTION 3.  Tennessee Code Annotated, Sections 67-6-202(a), 67-6-203(a), 67-6-204,

67-6-205, and 67-6-221, are amended by deleting the words and number “six percent (6%)”

wherever they appear in such sections and by substituting instead the words and numbers “five

and one-half percent (5.5%)”.

SECTION 4.  Tennessee Code Annotated, Section 67-6-202 is amended by deleting

subsection (b) in its entirety.

SECTION 5.  Tennessee Code Annotated, Section 67-6-203, is amended by deleting

subsection (b) in its entirety.

SECTION 6.  Tennessee Code Annotated, Sections 67-2-101 and 67-2-103 through 67-

2-121 are amended by deleting the language of such sections in their entirety and by

substituting instead Sections 7 through 18 of this act.

SECTION 7.  (a)  Revenues generated by the income tax provided by this act are for the

general purpose of funding improvements to public education and replacing revenues

decreased by reducing sales and income taxes.

(b)  The distribution of revenues described in this subsection is for the general purpose

of restoring any decrease in revenues to the incorporated municipalities, counties or state

caused by enactment of this act.   From the revenue collected pursuant to this act, twenty-four

and twenty-four hundredths percent (24.24%) shall be distributed among the incorporated

municipalities and counties of this state as provided in Section 8, and seventy-five and seventy-

sixths hundredths percent (75.76%) shall be distributed to state funds as follows: thirty-six and

twenty-five hundredths percent (36.25%) to The Education Trust Fund of 1992, five and twelve

hundredths percent (5.12%) to the sinking fund, and the remainder to the general fund.
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SECTION 8.  The revenue collected pursuant to this act to be distributed annually to the

counties and incorporated municipalities of this state shall be distributed as follows:

(1)  The first thirty-five million dollars ($35,000,000) shall be distributed in the

same ratio as each county or city received from the last distribution of the tax on income

from stocks and bonds as provided under the former Tennessee Code Annotated,

Section 67-2-119.

(2)  Then, an amount equal to ten and fifty-five hundredths percent (10.55%) of

the twenty-four and twenty-four hundredths percent (24.24%) distributed to incorporated

municipalities and counties pursuant to Section 7, subsection (b), shall be distributed to

incorporated municipalities in the same manner as Tennessee Code Annotated, Section

67-6-103(a)(3)(A).

(3)  All other remaining revenue to be distributed to counties and incorporated

municipalities of this state shall first be divided equally between the cities and counties

and then be distributed as follows:

(A)  Each incorporated municipality shall receive a percentage based

upon the ratio of its population to the aggregate population of all cities in the

state in the same manner utilized for determining distribution of the state sales

and use tax to cities pursuant to Tennessee Code Annotated, Section 67-6-

103(a)(3); and

(B)  Each county shall receive a percentage based upon the ratio of its

population to the aggregate population of all counties in the distribution of state

sales and use taxes to cities pursuant to Tennessee Code Annotated, Section

67-6-103(a)(3)(A).

(4)  In each instance, the payment to incorporated municipalities and counties

covering collections made pursuant to this act during any fiscal year shall be made on or
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before July 31 immediately following the close of that fiscal year, except for payments

made pursuant to subdivision (2) of this section.

SECTION 9.  As used in this chapter:

(1)  “Another state” means another state, the District of Columbia, or a territory or

possession of the United States;

(2)  “Commissioner” means the commissioner of revenue;

(3)  “Department” means the department of revenue;

(4)  “Employee” means and includes every individual who is a resident or

domiciled in the state of Tennessee performing services for an employer, either within or

without or both within and without the state of Tennessee, or any individual performing

services within the state of Tennessee, the performance of which services constitutes,

establishes, and determines the relationship between the parties as that of employer and

employee, and includes officers of corporations and individuals, including elected

officials, performing services for the United States government or any agency or

instrumentality thereof or the state of Tennessee or any county, city or municipality, or

political subdivision thereof;

(5)  “Employer” means a natural person, partnership, joint-stock company,

business trust, corporation, or other form of organization, whether domestic or foreign,

transacting business in or deriving income from sources within the state of Tennessee

for whom an individual performs or performed any services, of whatever nature, who has

control of the payment of wages for such services or is the officer, agent, or employee of

the person having control of the payment of wages; or the state of Tennessee, or any

department, political subdivision, county, or municipality thereof or any other

governmental entity, which has in its employ one or more individuals performing services

for it;
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(6)  “Resident individual” means a natural person who is domiciled in this state

and a natural person who maintains a permanent place of abode within this state and

who spends in the aggregate more than six (6) months of the taxable year within this

state. A “nonresident individual” means an individual other than a resident individual;

(7)  “Wages” means any remuneration for services performed by an employee for

an employer, including the cash value of all such remuneration paid in any medium or

form other than cash; and

(8)  Any term used in this part shall have the same meaning as when used in a

comparable context in the federal “Internal Revenue Code of 1986”, as amended. Any

reference in this part to the “internal revenue code” means the provisions of the “Internal

Revenue Code of 1986”, and amendments thereto, and other provisions of the laws of

the United States relating to federal income taxes, as the same may be or become

effective at any time or from time to time, for the taxable year.

SECTION 10.  If the federal adjusted gross income of a husband or wife, or both, is

determined on separate federal returns, such income for purposes of the Tennessee income tax

shall be separately determined. If the federal adjusted gross income of a husband and wife is

determined on a joint federal return, their tax shall be determined on their joint federal adjusted

gross income.

SECTION 11.  On each income tax return, a credit shall be allowed to a resident

individual who has income derived from sources in another state as follows:

(1)  For purposes of ascertaining the Tennessee income tax due by a resident

individual whose adjusted gross income includes income derived from sources in

another state, the Tennessee income tax shall first be computed as if all of the income of

the resident were derived from sources within Tennessee. A credit shall then be given

on the tax so computed for the amount of income tax actually accrued to another state
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because of income from sources within that state. This credit shall be subject to the

following limitations:

(A)  The credit shall not exceed the tax which would be due on the

income, if added to the income subject to Tennessee tax, and calculated at the

Tennessee income tax rate; and

(B)  The credit shall not include interest and penalties paid to another

state.

(2)  If accrued taxes when paid differ from the amounts claimed as credits by the

taxpayer, or if any tax paid is refunded in whole or in part, the taxpayer shall notify the

commissioner who shall redetermine the amount of tax due for the years affected. In the

case of such a tax accrued but not paid, the commissioner, as a condition precedent to

the allowance of a credit, may require the taxpayer to deposit a surety bond or other

security acceptable to the commissioner in such amount as he may require, conditioned

upon the payment by the taxpayer of any amount of tax found to be due upon any such

redetermination.

(3)  The credits provided for in this section irrespective of the method of

accounting employed by the taxpayer in keeping his books, shall be taken in the year in

which the taxes of another state accrue, subject to the conditions prescribed in this

section.

(4)  The credits provided by this section shall be allowed only if the taxpayer

furnishes to the commissioner all information necessary for the verification and

computation of such credits as the commissioner may require.

SECTION 12.  (a)  In the case of a nonresident individual, the tax imposed shall be on

the Tennessee nonresident federal adjusted gross income.

(b)  Tennessee nonresident federal adjusted gross income means that part of the

individual’s federal adjusted gross income as determined pursuant to section 62 of the
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internal revenue code derived from sources within Tennessee. Federal adjusted gross

income of an individual shall be considered derived from sources within Tennessee

when such income is attributable to:

(1)  The ownership of any interest in real or tangible personal property in

Tennessee;

(2)  A business, trade, profession, or occupation carried on in Tennessee;

(3)  The individual’s distributive share of partnership or limited liability

company income, gain, loss, and deduction to the extent such income is derived

from sources within Tennessee;

(4)  The individual’s share of estate or trust income, gain, loss, and

deduction to the extent such income is derived from sources in Tennessee; and

(5)  Income from intangible personal property, including annuities,

dividends, interest and gains from the disposition of intangible personal property

to the extent that such income is from property employed in a business, trade,

profession, or occupation carried on in Tennessee.

(c)  If the federal adjusted gross income of a husband or wife, or both, both of

whom are nonresidents, is determined on separate federal returns, their Tennessee

adjusted gross incomes shall be separately determined. If the federal adjusted gross

income of a husband and wife, both of whom are nonresidents, is determined on a joint

federal return, their tax shall be determined on their joint Tennessee nonresident federal

adjusted gross income.

SECTION 13.  (a)  In the case of an individual who is a resident of Tennessee for part of

a taxable year, the tax shall be apportioned in the ratio of that part of such individual’s federal

adjusted gross income which relates to the period of the year such individual was a Tennessee

resident to such individual’s total federal adjusted gross income.
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(b)  A taxpayer filing a part-year resident return shall also file as a nonresident for

the remaining portion of his federal taxable year in the event the taxpayer has income

within such remaining portion derived from sources within Tennessee.

SECTION 14.  (a)  The taxpayer’s taxable year under this part shall be the same as such

taxpayer’s taxable year for federal income tax purposes. If a taxpayer’s taxable year is changed

for federal income tax purposes, such taxpayer’s taxable year for purposes of this part shall be

similarly changed.

(b)  The taxpayer’s method of accounting under this part shall be the same as his

method of accounting for federal income tax purposes. If a taxpayer’s method of

accounting is changed for federal income tax purposes, his method of accounting for

purposes of this part shall be similarly changed.

SECTION 15.  (a)  Every employer making payment of wages shall deduct and withhold

from each wage payment of an employee three percent (3%) of the wages paid, subject to the

exemptions provided below, in order to approximate the income tax due to the state of

Tennessee by the employee subject to rules promulgated by the commissioner. The employer

shall withhold the state income tax in the same manner and at the same time as amounts are

withheld from the employee’s wage payments.

(b)  An employee receiving wages is entitled to an exemption from withholding for

state income tax purposes equal to the amount of deductions based on personal

exemptions to which the employee is entitled for the tax year under this act.

(c)  The employee shall furnish the employer a signed exemption certificate

showing the number of withholding exemptions claimed for state income tax purposes at

the same time an exemption certificate is required to be filed with an employer by the

Internal Revenue Service or at such time as otherwise required by the commissioner.

(d)  An employer shall not be required to deduct and withhold any tax under this

act upon a payment of wages to an employee if there is in effect with respect to such
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payment a withholding exemption certificate furnished to the employer by the employee

certifying that the employee anticipates he will incur no liability for income tax imposed

under this act as a result of application of the deductions to which he is entitled for his

current taxable year.

(e)  Every employer, irrespective of whether or not such employer deducted and

withholds the amounts as provided in this section, shall be liable for the amounts

required to be deducted and withheld unless, in the case of any failure to deduct and

withhold such amounts, it is shown that such failure was due to reasonable cause and

not due to willful neglect. If an employer in violation of the provisions of this section, fails

to deduct and withhold the amounts as provided in this section and thereafter the tax

against which such deducted and withheld amounts would have been credited is paid,

the amounts so required by this section to be deducted and withheld shall not be

collected from the employer; but in no such case, unless due to reasonable cause, shall

the employer be relieved for liability for any penalties or additions to the amounts

required under this section to be deducted and withheld otherwise applicable to any

such failure to deduct and withhold.

(f)  Every employer subject to the provisions of this section shall file a return, in

such form as shall be determined by the department of revenue, and remit the amount

withheld in accordance with the time schedule established for the remittance of

withholding tax by the Internal Revenue Code, as amended, and any regulations thereto.

Failure to remit the amount withheld timely shall subject the employer to those penalties

and interest applicable under Tennessee Code Annotated, Sections 67-1-801 and 67-1-

804.

(g)  Every employer subject to the provisions of this section who operated his

business on a seasonal basis shall file a return and remit the tax withheld on or before

the fifteenth day of the following month for each month during which the business is
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operated. The employer shall state the months during which he expects to operate the

business and shall notify the department of revenue of any changes in the months of

operation.

(h)  All amounts deducted and withheld shall be considered as tax collected

under the provisions of this section and no employee shall have any right of action

against his employer in respect to any moneys so deducted and withheld from his wages

and paid over to the department in compliance or intended compliance with this section.

(i)  Every employer shall, in accordance with such regulation as shall be

prescribed by the department of revenue, provide each employee with a statement of the

amounts of moneys deducted and withheld from such employee’s wages in accordance

with the provisions of this section. Every employer shall also make an annual statement

for each employee to the department of revenue, on such forms as are provided or

approved by the department, a copy of which shall be provided each employee,

summarizing the total compensation paid and the tax withheld for such employee during

the preceding calendar year or any portion thereof, and such annual statement shall be

filed on before March 15 of the year following that for which the report is made. Failure to

file statements within the times prescribed therefor, unless shown to have been due to

reasonable cause or the willful filing or furnishing of false or fraudulent statements, shall

subject the employer to a penalty, at the discretion of the commissioner, of not less than

fifty dollars ($50.00) nor more than two hundred fifty dollars ($250), which shall be in

addition to any criminal penalty otherwise provided for failure to file a return or for filing a

false or fraudulent return.

(j)  Every employer who deducts and withholds any amounts under the provisions

of this section shall hold the same in trust for the state of Tennessee for the payment

thereof to the department in the manner and at the time provided for in this section, and

the state of Tennessee and the department shall have a lien to secure the payment of
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any amounts withheld and not remitted as provided in this section upon all of the assets

of the employer and all property, including stock in trade, business fixtures, and

equipment, owned or used by the employer in the conduct of his business, so long as

any delinquency continues. The lien of the state shall be entitled to the same priority

established for other tax liens by Tennessee Code Annotated Section 67-1-1403, and

the taxes owed may be collected in the same manner as other state taxes.

(k)  The commissioner may establish by rule periodic filing and payment dates in

those instances where the commissioner deems it to be in the best interests of the state

to do so.

(l)  Every employer required to withhold wages under this section shall register

with the department on or after July 1, 1997, in such manner as the department may

require. Any employer who fails to register for withholding by October 1, 1997, shall be

subject to a penalty to be determined by the commissioner, not to exceed one thousand

dollars ($1,000). Any employer who becomes subject to this act after September 1,

1997, shall register within thirty (30) days of the date upon which it became an employer

within the meaning of this act, and shall be subject to the penalty for failure to register

timely.

(m)  Liability for taxes or withholding under this act may be challenged only upon

compliance with the provisions of Tennessee Code Annotated, Section 67-1-1801 or

Section 67-1-1802; except that, prior to January 1, 1998, any employer required to

register for withholding or any person subject to the tax may challenge the

constitutionality or validity of such requirement by instituting any action for declaratory

relief. Such action must be brought in the chancery court of Davidson County. Such

action shall be granted priority and be expedited by the court.

SECTION 16.  Whenever a resident individual or a nonresident individual with income

from Tennessee sources is required to file a federal income tax return under the provisions of
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section 6012 of the internal revenue code, such person shall also be required to file a

Tennessee income tax return as follows:

(1)  An annual return shall be filed with the commissioner of revenue on or before

the fifteenth day of the fourth month following the close of the individual’s taxable year.

(2)  The appropriate tax must be paid to the department of revenue at the time of

filing the return by the individual.

(3)  Additional payments shall be made as follows:

(A)  Every individual who can reasonably be expected to have gross

income in excess of twenty thousand dollars ($20,000) from sources other than

wages for such individual’s taxable year shall file on or before the fifteenth day of

the fourth month of his taxable year a declaration of estimated income tax in

Tennessee on income other than wages subject to withholding.

(i)  The declaration of estimated tax shall be the lesser of:

(a)  Ninety percent (90%) of the tax shown on the return for the taxable

year (or, if no return is filed, ninety percent (90%) of the declaration of estimated

tax), or

(b)  One hundred percent (100%) of the tax shown on the individual’s tax

return for the preceding tax year.

(c)  Subitem (ii) shall not apply if the individual was not a resident of

Tennessee for the preceding twelve (12) months or if the individual did not file a

tax return for the preceding year;

(ii)  Based upon this declaration, the individual shall make four (4) equal quarterly

tax payments for his taxable year;

(iii)  The first payment shall be due on the fifteenth day of the fourth month of his

taxable year; the second payment on the fifteenth day of the sixth month; the third
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payment on the fifteenth day of the ninth month; and the final payment on the fifteenth

day of the first month of the subsequent taxable year; and

(iv)  With its annual return filed with the commissioner, the individual shall either

make payment of additional tax due according to that return or shall file for a refund

based on an overpayment of tax and shall be paid accordingly by the department;

(B)  If there is an underpayment of estimated tax, then there shall be

added to the tax for the taxable year an amount determined by multiplying the

amount of the underpayment by the rate of interest determined in accordance

with Tennessee Code Annotated, Section 67-1-801 (a) (1) (A), for the period of

the underpayment.

(i)  The amount of the underpayment shall be the excess of the required

installment over the amount, if any, of the installment paid on or before the due date for

the installment.

(ii)  The period of underpayment shall extend from the date the installment was

required to be paid to the earlier of:

(a)  The fifteenth day of the fourth month following the close of the taxable

year; or

(b)  With respect to all or any portion of the underpayment, the date on

which all or any portion of the underpayment is paid;

(iii)  A payment of estimated tax on any installment date shall be considered a

payment of any previous underpayment only to the extent such payment exceeds the

amount of the installment payable for that date;

(C)  Amended or revised declarations may be made in any case in which

the individual estimates that its gross income, deductions, or credits will

materially change the estimated tax reported in the previous declaration.

If any amendment of a declaration is filed, the remaining installments, if



- 14 - *00291258*

any, shall be ratably increased or decreased, as the case may be, to

reflect such increase or decrease in the estimated tax by reason of such

amendment.

(D)  If the federal adjusted gross income of a husband and wife is

determined on a joint federal return, a husband and wife may make a joint

declaration of estimated tax as if they were one taxpayer, in which case

the liability with respect to the estimated tax shall be joint and several. If a

joint declaration is made but their taxes are determined under this chapter

separately, the estimated tax for such year may be treated as the

estimated tax of either husband or wife, or may be divided between them

as they may elect.

SECTION 17.  (a)  Any request for an extension of time up to but not exceeding nine (9)

months in which to file the individual’s tax return will be granted automatically provided the

appropriate payment of tax is made on or before the statutory due date of the return and such

payment is made on the form prescribed by the department or reasonable facsimile thereof. The

appropriate payment will be an amount equal to the prior year’s total liability unless a statement

is furnished as to the reason the prior year’s total liability is not a true indication of present

liability or there was no liability for the preceding year. If there was no liability for the preceding

year, the total payment must equal at least ninety percent (90%) of the final liability. If the total

payment does not equal the prior year’s liability as modified by any authorized change or does

not equal ninety percent (90%) of the final liability, penalty shall be applicable to the total

deficient amount of taxes.

(b)  Any payment of Tennessee estimated income tax made for the tax year or any other

credits should be considered in determining the amount to be paid. The deficient amount of

taxes shall bear interest at the rate prescribed by Tennessee Code Annotated, Section 67-1-

801.
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SECTION 18.  (a)  The commissioner is authorized, with the approval of the comptroller

and the governor or his designee, to enter into an agreement with the secretary of the treasury

of the United States or his designee, under which, to the extent provided by the terms of the

agreement, the secretary or his designee shall assist in the overall administration of the tax. The

cost of the services performed by the secretary or his delegate in such activities under the terms

of an agreement may be paid from the appropriations for the general operations of the

department of revenue.

(b)  The commissioner is authorized, with the approval of the comptroller and the

governor or his delegate, to enter into an agreement with the secretary of the treasury of

the United States or his delegate under which, to the extent provided by the terms of the

agreement, the commissioner will undertake to conduct on behalf of the United States

any tax administration functions in respect to the federal income tax on individuals. Such

agreement shall make provision for the payment by the United States of costs of the

services performed on its behalf.

SECTION 19.  For Fiscal Year 1997-1998, there is hereby appropriated a sum sufficient

to defray the costs of implementing this act. Any expenditure of funds incurred for the

implementation of this act must be approved by the commissioner of finance and administration.

SECTION 20.  For purposes of promulgating rules and regulations to carry out the

provisions of this act, this act shall take effect upon becoming a law, the public welfare requiring

it.  For purposes of Sections 4 and 5, this act shall take effect upon becoming a law, the public

welfare requiring it.  For purposes of employer registration pursuant to Section 15, this act shall

take effect July 1, 1997, the public welfare requiring it.  For all other purposes, this act shall take

effect January 1, 1998, the public welfare requiring it.


